Trade policy has well documented effects on trade volumes. Reaching beyond volumes, I explore the impact of European emerging economies' recent institutional trade liberalisation on extensive (i.e., the set of imported goods) versus intensive import margins (volumes per imported good) with highly disaggregated data. Differentiating goods categories by use, I find robust evidence of stronger extensive import margin effects of liberalisation for intermediate and capital goods compared to consumer goods. This identifies an important channel for the link between reforms and growth in transition. The results also support new models of heterogeneous firms and trade, which predict that extensive import margin effects of a country's institutional trade liberalisation should -via lowering fixed costs for rest of the world exportersincrease with decreasing substitutability among products. -1 -
Trade Liberalisation and Trade
The impact of trade liberalisation in the form of policies or mutual agreements is usually analysed within a gravity framework by adding a policy variable of interest. In particular, Rose (2000 and 2005) demonstrates substantial pro-trade effects of being a member of the OECD or the euro zone. Baier and Bergstrand (2007) find that a free trade agreement may double bilateral trade after 10 years.
This type of work with gravity equations traditionally concentrates on aggregate trade values but ignores the two margins of trade, i.e., the extent to which economies trade different volumes of each good (along the intensive margin) or wider or narrower sets or varieties of goods (along the extensive margin). It is only quite recently that trade margins have been studied empirically underlining the importance of extensive margin adjustment following the reduction of trade costs. Feenstra and Kee (2007) link U.S. tariff liberalisation to increased export variety from Mexico and China.
Their results correspond to Kehoe and Ruhl's (2003) that trade liberalisation implies significant adjustment along the extensive margin. Felbermayr and Kohler (2007) redress Rose's (2005) findings to the extent that becoming a WTO member increases trade not only by intensifying existing trade but also by trading with new partners. Baldwin and di Nino (2006) present evidence that the euro has boosted trade along the extensive as well as the intensive margin. Bernard et al. (2007) and Popko and Tkachuk (2007) explicitly estimate gravity equations not only for trade volumes, but also for extensive and intensive margins.
Using highly disaggregated OECD and European emerging countries' data, I explore the impact of unilateral institutional trade liberalisation on volumes, extensive and intensive margins of their imports from the rest of the world (ROW) within a gravity framework differentiating between broad categories of goods by use (intermediate, capital and consumer goods) . Reaching beyond the sheer volumes impact of trade liberalisation matters in its own right; more consumer goods variety entails welcome static welfare effects (Krugman 1980 ). More inputs variety, however, can have lasting growth effects: Amiti and Konings (2007) suggest a link from higher import variety of intermediate inputs to productivity gains at the firm level, concluding from the comparatively large productivity gains accruing from lowering input versus output tariffs. More capital goods variety may even change the economy's state of technology when the state of technology is related to the variety of capital goods available for production, as proposed in Romer (1990) In addition, as discussed below, recent models of heterogeneous firms and trade imply rather clear-cut predictions on how margin effects of institutional trade liberalisation should be distributed across categories of goods, so the results of this paper may also be used as evidence for or against these theories.
The rest of this paper is organised as follows. The next section discusses implications of recent heterogeneous firms and trade models on margin effects of institutional trade liberalisation across categories of goods. The following section discusses data issues of margin measurement and institutional trade liberalisation. A gravity framework is then formulated and put to test; especially, I broaden the analysis by substantially expanding the product space, in which countries trade, to reflect product differentiation by country of origin, using a unique data set. I then check the robustness of results. A final section concludes.
Gravity, Trade Margins and Trade Models
Studying extensive versus intensive trade margins presupposes a theoretical model with product differentiation. The most popular one is Krugman's (1980) love of variety approach, where monopolistically competitive firms are all identical and all trade costs are variable. Consequently, all product varieties are traded -which is inconsistent with the empirical evidence -and changes in variable trade costs impact only the intensive margin of trade. Consumer preferences imply that the higher the elasticity of substitution between product varieties, the less consumers are willing to buy foreign varieties at higher variable trade cost. This type of model accordingly predicts that variable trade costs have a stronger impact on trade flows the higher the elasticity of substitution.
Recent theories (Melitz 2003; Helpman, Melitz and Rubinstein 2008; Chaney 2008) generalise Krugman (1980) by combining firm heterogeneity in productivity with the introduction of fixed costs of exports, allowing to differentiate among exporting and non-exporting firms in terms of the profitability of incurring fixed export costs. The existence of fixed costs of entering a market thus opens up the possibility of an extensive margin adjustment and may explain the positive relationship between a country's export or import variety and total income noted in Klenow (2002 and 2005) : as country sizes increase, firms of lower productivity find it profitable to incur fixed export costs. Intuitively, the typical unitary elasticities of total trade with respect to both exporter and importer country size in gravity frameworks will now be split up into elasticities along the extensive and the intensive margins, both positive but smaller than one. In particular, Chaney (2008) establishes links between trade adjustment and the elasticity of substitution that overturn Krugman (1980) . In his model, which also allows for potentially asymmetric countries in terms of income, the elasticity of substitution between product varieties plays no role for the impact of variable trade costs on trade flows when firm productivities are subject to a Pareto distribution.
1 But a higher elasticity of substitution between product varieties lowers the effect of fixed trade costs on trade flows, resulting in an overall dampening impact of substitutability on the influence of total trade costs on trade flows.
Why does the introduction of fixed costs of exporting change the amplifying effect of substitutability on trade flows to a dampening effect when firm productivity is heterogeneous? As in the Krugman model, the impact of variable costs on the intensive margin of exports still increases with the elasticity of substitution. There is no fixed cost effect on the intensive margin, as fixed costs do not influence price setting in a monopolistic competition environment. However, in Chaney's (2008) model, the new impact of export costs on the extensive margin of exports decreases with the elasticity of substitution: as -variable or fixed -barriers decrease, low productivity firms enter. When product differentiation is high, i.e., when the elasticity of substitution is low, less productive firms charging higher prices still capture relatively large market shares with a high impact on trade flows. Specifically, as long as the productivity distribution of firms is Pareto, the dampening influence of a higher elasticity of substitution on the impact of variable export costs along the extensive margin exactly offsets the Krugman-style amplifying influence of higher substitutability on the impact of variable export costs along the intensive margin. The strength of the impact of variable trade costs on trade flows depends only the dispersion of firm productivity. What remains, is the negative influence of a higher elasticity of substitution on the impact of fixed trade costs on the extensive margin:
with a high elasticity of substitution productivity differences turn into large size differences in monopolistic competition and large firms can easily overcome fixed costs so that aggregate trade flows are less sensitive to trade barriers when goods are more substitutable.
There is some empirical support for these new trade models: using Swedish firm export data, Andersson (2007) 
which equals country c imports at time t relative to that of the benchmark country (i.e., the virtual aggregate country of all OECD economies) in those items, in which c itself imports from ROW at time t. Then, the product of the two margins,
is total imports of country c at time t, relative to total OECD imports averaged across the years 1992-2004. 
Institutional Trade Liberalisation

A Gravity Framework
Consistent with complete specialisation approaches, such as recent models of firm heterogeneity and trade, which preserve the gravity structure of trade, and following Bernard et al. (2007) , Felbermayr and Kohler (2007) , and Popko and Tkachuk (2007) 
for total imports,
for extensive import margins, and
for intensive import margins, where (4) -(6) include country and period fixed effects, the latter also to control for each year's data using a different numéraire since GDP
and trade values are in current dollars, as recommended in Baldwin and Taglioni (2006) . Equations (4) - (6) are each estimated separately for all goods, consumer goods, capital goods, and intermediate goods. 6 All import flows across all goods categories are positive. According to (3), , log log log log log log 
where the right-hand term
is constant for each countryreporter. As OLS is a linear operator, estimated coefficients -except for the intercept -from equations (5) and (6) will always sum up to the respective estimated coefficient from equation (4) for each estimated goods category equation.
The seemingly unrelated regression (SUR) method can estimate the parameters of (4) 
Results and Discussion
First Results
The log of total imports is the dependent variable in the first column of per cent for consumer goods.
- Table 1 - Table 2 about hereFrom Hummels and Klenow (2002), we know that the extensive margin accounts for 9 percent of the greater imports of larger economies. My results suggest that the extensive margin accounts for slightly less than 5 per cent of the higher total imports of larger economies (column 1, Table 1 , and column 5, Table 2 results for intensive margin effects of institutional trade liberalisation, however, are less supportive: while fixed trade cost reduction effects should be insignificant along the intensive margin, this is only true for consumer goods.
The inclusion of country fixed effects means that trade liberalisation effects can be identified solely on the basis of the within variation in the policy variable. It is possible that the regression is having difficulty in distinguishing between the country fixed effects and full trade liberalisation which is little time-variant, so the procedure might introduce collinearity problems. Cross-section fixed effects variation accounts for 58 per cent of the total variation of TradeLib in my panel. Exactly therefore, however, Tables 1 and 2 are encouraging with respect to the plausibility of results.
Product Differentiation by Country of Origin
While the import data distinguish between 3,114 items, fewer than 500 cover capital 
as IM c,t (PD) = IMPORTS c,t / EM c,t (PD).
Results of re-estimating (5) and (6) with these new import margin measures allowing for product differentiation by country of origin are presented in Table 3 , where results for import volumes of course remain those given in Table 1 . The major change, compared to Table 2 , is the now much larger effects along the extensive margin, due to much higher data detail. Again, I can compare my findings to Hummels and Klenow (2002) , who also estimate country size elasticities of total imports along both margins when allowing for product differentiation by country of origin: in their Table 5 , they assess that the 'number of source-items' accounts for 45 per cent of the higher imports of larger countries, based on 1995 UNCTAD data with imports of 59 countries from 110 source countries in 5,017 items. From columns 1 and 13 in my Tables 1 and 3 , the respective figure is 42 per cent.
- Table 3 about here - At the same time, the now much higher data detail confirms that there is no substantial intensive margin effect of institutional trade liberalisation for all goods;
when testing for separate goods categories, this is, however, not true for intermediate goods.
Sensitivity
Measurement of Trade Liberalisation
EBRD indicators are fundamentally based on the judgement of EBRD country specialists. Campos and Horvath (2006) present alternative measures of privatisation, external, and internal liberalisation for transition economies. I use their cardinal LoraCampos-Horvath measure of external liberalisation, Lora_ext ct , defined between 0 and 1. 8 Again, similar to the procedure with the EBRD indicator, I take OECD economies to be fully liberalised.
- Table 4 about hereResults given in Table 4 , where estimated coefficients by margins again add up to the respective estimated coefficient in the imports volumes estimation (not reproduced due to space constraints), are comparable to the benchmark results in Table 3 Table 5 6 Primary goods are excluded. The results of this paper are independent from this.
7 See Kimura et al. (2007) for an equivalent procedure in a related setting.
8 For the construction of the Lora-Campos-Horvath measure, see Appendix Table A2 .
I use data from Campos and Horvath (2006, 9 These combined effects now already account for 67 per cent of the total variation in
TradeLib.
10 I am grateful to an anonymous referee for pointing this out. 442 (36; 1992-2004) 442 (36; 1992-2004 (35; 1992-2001) 327 (35; 1992-2001) (36; 1992-2004) 442 (36; 1992-2004 
Text Tables
Country and period coverage
Import data were extracted for 36 reporting countries from Europe and North America. Belgium and Luxembourg are treated as one country throughout as reported until 1998. The data cover 1992-2004 but not all countries report in each year (average: 34.1 countries per year).
- Table A1 about herePartner countries comprise ROW (for total imports), and 55 individual countries, i.e., the 36 reporter-countries plus: Bosnia and Herzegovina, 12 CIS economies (Armenia, Azerbaijan, Belarus, Georgia, Kazakhstan, Kyrgyzstan, Moldova, Russia, Turkmenistan, Ukraine, Tajikistan, Uzbekistan) and six Asian economies (China, Hong Kong, Japan, South Korea, Taiwan, and Thailand) for imports and thus for the extensive margin count in the expanded product space allowing for product differentiation by country of origin. These partner countries generally account for 80-95 per cent of reported imports.
- Table A2 about here - Campos and Horvath compile 29 variables for external liberalisation, both on capital flows and on trade. Aggregation is as proposed in Lora (1997) with the major advantage that this method does not require to benchmark reform efforts against an ideal well-functioning market economy. Rather, the reference is the maximum reform effort observed in the data. Underlying variables are classified into 'input' and 'outcome' indicators of reform in order to generate input-only measures. This is crucial in terms of addressing endogeneity issues.
